7130, 3304, 12318008

LOUISIANA HEALTH PLAN a
P.O. Drawer 83880 '
Baton Rouge, Louisiana 70884-3880
(225) 926-6717 (direct) or (800) 736-0947 Ext. 107
" fax: (225) 927-3873 or e-mail Ibarron@lahealthplan.org
December 4, 2008
~
[ Za.,

Ms. Joy Irwin c;’ 'f’.._;_':.,"“ s
Director of Advisory Services ;OS2
Louisiana Legislative Auditor HAND DELIVERED Z :ég
RE: Budget for Louisiana Health Plan I

Budget Unit: 20-909

Dear Ms. Irwin:

Per our conversation regarding the state’s high risk health insurance pool (it is listed under

it's former name in the budget ~ Louisiana Health Insurance Association), | am submitting our
current budget for 2008.

You will also find attached our year-to-date budget materials AND the supporting projection
models for our budget projections prepared by our actuaries. | have also enclosed an

additional copy of our 2007 audited financial statements with “flags” for the financial
statement portions for your convenience.

If you have any questions, or need any additional materials, please let me know.

Again, many thanks for your assistance in providing the information required for compliance
with the Executive Order.

Hope you have a heaithy, happy and joyous Holiday Season.

Sincerely,

OB

Leah Barron
Chief Executive Officer

Cc: Brook Harvey, Postlethwaite and Netterville
George Balhoff, Postlethwaite and Netterville
Michele Calandro, Chairman, LHP Board of Directors
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LOUISIANA HEALTH PLAN
CONSOLIDATED 2008 BUDGET

INCOME

LMSC Income

Assessment Income
Supplemental Appropriation
Promium income

Interest Income - Opes. Acct,
Interest Income - Prem. Acct.
Interest Incomea - Payroll Acct.
Premium Income offset - NSF
Trust Investment Income
ncome - Other (Grant)

Totad Income

EXPENSES
Claims Expenses

Claims Paid

Claims Reserve/lBN Paid
Total Claims Expense

TPA Expenseés
Administrator Expense
PPO Network Expense
PBM Expense

Total TPA Expense

Other Administrative Expenses
Agent Commissions
Advertising
Advertising - Grant
Bank Sevice Charges
Trustee Service Fea-Trust Acct.
Computer services
Camputer hardware/software
Actuarial Consultants
Copy usage foe & supplies
Depraciation
Disease Management - Grant
Ammorttization
Furniture and Equipment Purchase
Insurance - group health
Insurance - Liabdity
Insurance - Life/Cther
IRA Contribution
Professional fees
Maintenance
Salaries
Postage
Professional education
Rent
Subscriptions & dues
Supplles & other
Payroll taxes
Telephone expense
Temporary Wages
Travel expense
Utiities
Misceflansous

Total other Administrative Expenses

Total Expenses

Nat Income (Loss)

Budget Linit 20-008 (lormearty LA Heulth Insurance Avwcs.)
COMBINED BUDGET HIGH RISK BUDGET HIPAA BUDGET
475,000.00 475,000.00
2,000,000.00 2,000,000.00
5,000,000.00 5,000,000.00
9,2697,276.48 3,384,536.00 5,902,740.48
2,400.00 1,200.00 1,200.00
200.00 100.00 100.00
25,00 25.00
(20,454.01) (7.467.88) (12,886.03)
1,366,233.84 1,000,000.00 366,233.84
374,208.27 337,521.92 33,684.35
18,491,887.58 10,200,914.94 8,200,072.64
13,024,986.00 6,570,184,00 6,454,792.00
1,893.540.00 1,484 898.00 408.642.00
14,918,526.00 8,055,002.00 6,863,434.00
403,140.00 172,810.00 230,230.00
153,600.00 46,080.00 107,520.00
4,000.00 2,500.00 1,500.00
560,740.00 221,490.00 339,250.00
39,000.00 4,000.00 35,000.00
10,000.00 1,200.00 8,800.00
37,353.00 37,353.00
15,200.00 8,500.00 8,700.00
65,000.00 45,000.00 20,000.00
85,000.00 42,500.00 42,500.00
20,000.00 7.000.00 13,000.00
50,000.00 25,000.00 25,000.00
18,750.00 8,582.50 12,187.50
6,000.00 3,000.00 3,000.00
51,822,07 18,137.72 33,684.35
15,000.00 $,250.00 9,750.00
83,570.00 20,249.50 54,320.50
3.600.00 1,750.00 1.750.00
6,852.00 243320 4,518.80
10,622.00 3,822.70 7,090.30
94,000.00 47,000.00 47,000.00
10,000.00 5,000.00 5,000.00
437,300.00 153,055.00 284,245.00
20,000.00 7,000.00 13,000.00
6,750.00 3.375.00 3,375.00
70,000.00 35,000.00 35,000.00
4,500,00 1,575.00 2,925.00
17.000.00 5,650.00 11,050.00
43,730.00 15,305.50 28,424.50
16,600.00 5,810.00 10,790.00
6,000.00 2,900.00 3,900.00
8,500.00 4,250.00 4,250.00
8,500.00 4,250.00 4,250.00
1,000.00 500.00 500.00
1,261,649.07 530,929.12 731,010.95
16,741,215.07 8,807,511.12 7,933,703.05
1,750,672.51 1,393,403.82 357,268.68




UNAUDITED UNAUDITED
Louisiana Aealth Plan - High Risk Pool
INCOME STATEMENT
For the Period Ending September 30, 2008 and 2007
Actual Budget Actusl
2008 YTD 2008 YTD 2007 YTD
REVENUE
State Appropriation 3 2,000,000 $ 3,750,000 $ 2,000,000
Mandated service charges 429810 356,250 351,426
Insurance company assessments - - hd
Premium Income A 1,681,380 2,328,140 1,592 975
Investment Revenues 806,961 750,994 967,120
Federal Grants B 549,574 253,141 371,442
Total revenues 5467725 7,438,525 5,782,963
CLAIM EXPENSES
Claim payments 2,006,045 4.927 646 2,710,601
Net activity in incurred but not paid claims liability 488 820 §,113.674 210,666
Total claim expenses 2,494 865 6,041,319 2,921,267
OPERATING EXPENSES
Claim administrative expenses
Administrator expense 84,944 129,683 66,264
PPO Network expense 21,966 34,560 11,115
PBM expense 36 1,875 1,213
Total claim adminstrative expenses 106,946 166,118 78,592
General administrative expenses
Advertising 633 904 2,465
Advertising - Grant 27,796 28,015 -
Agent commissions ; 1,400 3,000 -
Bank service charges 6,655 6,375 5,245
Bank trustee fees C 37,189 33,750 31,491
Computer equipment 569 5,250 189
Computer services 30,008 31,475 27,311
Consultants - Actuary 10,050 18,750 8,848
Copy usage and supplies 4,497 4,922 2,892
Depreciation D - 2,250 -
Disease management expenses 12,962 13,603 33,154
Equipment expense - 3,938 -
Insurance - Health E 13,286 21,937 14,094
Ingyrance - Liability 1,359 1,312 1,123
Insurance - Life/other 1,859 1,825 1,537
IRA employer contribution 1,858 2,867 2477
Maintenance 3,145 3,750 3,180
Office supplies 3427 4,838 3,879
Payroll taxes 8,050 11,479 6,778
Postage 4,362 5,250 4336
Professional education 119 2,531 175
Professional fees F 39,846 35,2350 31,786
Rent 24,571 26,250 22,294
Salaries and wages 113,769 116,366 88,196
Subscriptions and dues 1,263 1,181 684
Telephone 3,067 4,358 4,014
Travel expenses G 4,742 3,188 875
Utilities 2,771 3,188 2,797
Total general administrative expenses 359,253 398,198 299,820
Total operating expenses 466,199 564,316 378,412
1'412’].~ INCOME (LOSS) 2,506,661 $32,890 2483284

* A-G See attached *




UNAUDITED . UNAUDITED

Louisiana Health Plan - HIPAA Plan
INCOME STATEMENT
For the Period Ending September 30, 2008 and 2007

Actual Budget Actual
008 YTD 2008 YTD 2007 YTD
REVENUE
State Appropriation 5 - 3 - $ -
Mandated service charges - - 1,416
Insurance company assessmenis 1,640,798 1,500,000 -
Premium Income A 3,956,500 4,325,086 3,820,793
Investment Revenues 137,822 275,650 233,630
Federal Grants B 318,727 25,263 956,631
Total revenues 6,053,847 6,125,999 5,012,470
CLAIM EXPENSES
Claim payments C 5,388,016 4,841,094 4,900,763
Net activity in incurred but not paid claims liability 164,239 306,482 827,711
Total claim expenses 5,552,255 5,147,575 5,728,474
OPERATING EXPENSES
Claim administrative expenses
Administrator expense 140,935 172,672 120,969
PPO Network expense 36,509 80,640 20,394
PBM expense 74 1,125 592
Total claim adminstrative expenses 177,518 254,437 141,955
General administrative expenses
Advertising - 6,600 3,964
Advertising - Grant - - -
Agent commissions . 14,084 26,250 24,155
Bank service charges 4,838 5,025 3,915
Bank trustee fees D 6918 15,000 8,953
Computer equipment },056 9,750 352
Computer services 30,008 31,875 27,311
Consultants - Actuary 8,319 18,750 5,395
Copy usage and supplies 8,351 9,141 5,124
Depreciation E - 2,250 -
Disease management expenses 14,091 25,263 62,528
Equipment expense - 7,313 -
Insurance - Health F 34,804 40,740 26,175
Insurance - Liability 1,359 1,312 1,123
Insurance - Life/other 3,453 3,389 2,855
IRA employer contribution 4,098 5,324 4,600
Maintenance 3,145 3,750 3,180
Office supplies 6,364 8,663 7,615
Payroll taxes 14,986 21,318 12,587
Postage 8,101 9,750 8,053
Professional education 119 2,531 175
Professional fees G 39,846 35,250 31,786
Rent 24,571 26,250 22,264
Salaries and wages 211,286 216,109 164,180
Subscriptions and dues 3345 2,194 1,270
Telephone 6,033 8,093 7,454
Travel expenses H 4,742 3,188 875
Utilities 2,771 3,188 2,589
Total general administrative expenses 455,688 548,266 438,508
Total operating expenses 633,206 802,703 550,463
NET INCOME (LOSS) (131,614) 175,721 (1,296,467)

* A- H See attached*



UNAUDITED UNAUDITED
Louisiana Health Plan - Combined Pools
INCOME STATEMENT
For the Period Ending September 30, 2008 and 2007
Actual Budget Actual
2008 YTD 2008 YTD 2067 YTD
REVENUE
State Appropriation 3 2,000,000 3,750,000 $ 3,,0001000
Mandated service charges 429,810 356,250 352,842
Insurance company assessments 1,640,798 1,500,000 -
Premium Income 5,637,880 6,653,226 5,413,768
Investment Revenues 944,783 1,026,644 1,200,750
Federal Granis 868,301 278,404 1,828,073
Total revenues 11,521,572 13,564,524 10,795,433
CLAIM EXPENSES
Claim payments 7,394,061 9,768,740 7611,365
Met activity in incurred but not paid claims Hability 653 059 1,430,155 1,038,377
Toral clalm expenses 8,047,119 11,188,895 3,649,742
OPERATING EXPENSES
Claim administrative expenses
Administrator expense 225,879 302,355 187,233
PPQ Network expense 58,475 115,200 31,509
PBM expense 110 3,000 1,805
Total claim adminstrative expenses 284,464 420,555 220,547
General administrative expenses
Advertising 633 7,500 6,429
Advertising - Grant 27,796 28,015 -
Agent commissians 15,484 26,250 24,155
Bank service charges 11,493 11,400 9,160
Bank trustee fees 44,107 48,750 40,444
Computer equipment 1,625 15,000 541
Computer services 60,016 63,750 54,622
Consultants - Actuary 18,369 37,500 14,243
Copy usage and supplies 12,848 14,063 8016
Depreciation - 4,500 -
Disease management expenses 27,053 38,866 95,682
Equipment expense - 11,251 -
_Insurance - Health 48,090 62,677 40,269
Insurance - Liability 2,718 2,624 2,246
Insurance - Life/other 5312 5214 4,392
IRA employer contribution 5.956 8,191 7077
Maintenance 6,290 7,500 6,360
Office supplies 9,791 13,501 11,494
Payroll taxes 23,036 32,797 19,365
Postage 12,463 15,000 12,389
Professional education 238 5,062 350
Professional fees 79,692 76,500 63572
Rent 49,142 52 500 44,588
Salaries and wages 325,055 332,475 252,376
Subscriptions and dues 3,608 1375 1,954
Telephone 9,100 12,451 11,368
Travel expenses 9,484 6,376 1,750
Utilities 5,542 6,376 5,386
Total general administrative expenses 314,941 946,464 738,328
Total operating expenses 1,099,405 1,367,019 958,875
NET INCOME (LOSS) 2,375,048 1,008,611 1,186,816




UNAUDITED UNAUDITED

Louisiana Health Plan - High Risk Pool
STATEMENT OF FINANCIAL POSITION

" As of September 30, 2008
- ASSETS
Capital One Operating Account $ 56,115
Capital One Premium Account 28,362
Capital One Payroll Account 467
Capital One Outstanding Claims (144,639)
Accounts Receivable 532,912
Expense reimbursement receivable 47,131
Investments - cost basis 23,828,790
Investments - accrued interest 252,886
Investments - unrealized appreciation 780,798
Furniture and equipment ( net of accumulated depreciation) 6,714
Total assets $ 25,389!536
LIABILITIES
Accounts payable and other liabilities (1,228)
Claims payable 1,066,820
Total Habilities 1,065,592
NET ASSETS
Fund balance beginning of year 18,817,283
Capital & surplus requirement 3,000,000
Current year net income (loss} from operations 2,506,661
Total net assets 24,323,944 .
Total liabilities and net assets 25,389,536

el ey




UNAUDITED

Louisiana Health Plan - HIPAA Plan
STATEMENT OF FINANCIAL POSITION

As of September 30, 2008
ASSETS
Capital One Operating Account $ 37,229
Capital One Premium Account 50,279
Capital One Payroll Account -
Capital One Outstanding Claims (288,717)
Accounts Receivable 307,012
Expense reimbursement receivable -
Investments - cost basis 4,198,499
Invesiments - accroed interest 28,683
Investments - unrealized appreciation . 77,380
Furniture and equipment ( net of accumnutated depreciation) 5,422
Total assets
LIABILITIES
Accounts payable and other liabilities 3.193
Claims payable 1,749,239
Expense reimbursement payable 46,873
Total liabilities
NET ASSETS
Fund balance beginning of year 2,748,096
Current year net income (loss) from operations (131,614)
Total net assets

Total liabilities and net assets

UNAUDITED

3

4,415,787

1,799,305

2,616,482

4,415,787



UNAUDITED

Louisiana Health Plan - Combined Pools
STATEMENT OF FINANCIAL POSITION

As of September 30, 2008
ASSETS
Capital One Operating Account $ 93,344
Capita! One Premium Account 78,641
Capital One Payroil Account 467
Capital One Qutstanding Claims (433,356)
Accounts Receivable 839,924
Expense reimbursement receivable 47,131
Investments - cost basis 28,027,289
Investments - accrued interest ) 281,569
Investments - unrealized appreciation 858,178
Furniture and equipment ( net of accumulated depreciation) 12,136
Total assets
LIABILITIES

Accounis payable and other liabilities 1,965
Claims payable 2,816,059
Expense reimbursement payable 46,873

Total liabilities
NET ASSETS

Fund balance beginning of year 21,565,379

Capital & surplus requirement 3,000,000

Current year net income (loss) from operations 2,375,047

Total net assets

Total liabilities and net assets

UNAUDITED

3280535

2,864,897

26,940,426

29,805,323



UL A WILIMAN GLOBAL FIRM

@ Williman

Consdftants and Actuaries 545 E. Paces Farry Rd. NE
' . Sulte 2500
Allania, GA 30326-1362
Tel +1404237.7080
Pax +1404 2378984
www.miliman.com

November 6, 2007

Ms. Leah Barron
Executive Director
Louisiana Health Plan
P.O. Box 83880

Baton Rouge, LA 70809

RE: HIPAA Pool Projection - 2008

Dear Leah:

As requested, we have updated the projection for the HIPAA Pool that is administered by
the Louisiana Health Plan (LHP). The results of our work are contained in the enclosed
report.

This report should not be released ouiside of LHP and its Board without our prior written
permission.

Once you have had a chance to review this information, please let us know if you have
any questions about these results or related issues.

Rachel W. Killian, FSA, MAAA W
Actuary extt

TACLIENTLHALHA200N\LHA 6P Correspondence’\2007 HIPAA Pool Projection.doc
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A. Summary

Based on our analysis of the HIPAA Pool, we offer the following conclusion: Qur
updated estimate of the required carrier assessment for CY2008 ranges from $0.4
million to $3.9 million.

B, 2008 HIPAA Pool Projections

Assessment estimates are designed to produce an estimated incurred fund balance of
$3 million at the end of a particular calendar year. In any given year the assessment
must reflect the required funding for the year, as well as the difference between the
starting fund balance and the $3 million ending target.

Based on the information provided by LHP, we estimate that the third quarter 2007
incurred fund balance was approximately $3.5 million.

Our projections for 2008 include three scenarios. Following is a description of each:

¢ Best Estimate (Scenario 1) — Determines needed carrier assessment given 100
new entrants per quarter for the remainder of 2007 and in 2008 and 15% annual
claim cost trend;

» Low Estimate (Scenario 2) — Determines needed carrier assessment given 50 new
entrants per quarter for the remainder of 2007 and in 2008 and 12% annual claim
cost trend;

¢ High Estimate (Scenario 3) — Determines needed carrier assessment given 150
new entrants per quarter for the remainder of 2007 and in 2008 and 18% annual
claim cost trend.

In addition to the above three scenarios, we have also provided three additional
scenarios. These additional trend levels were chosen based upon the trend levels that
the actual experience has shown.

Scenario 4 — same as Scenario 1, with 10% annual claim cost trend;
Scenario 5 — same as Scenario 2, with 5% annual claim cost trend;
e Scenario 6 — same as Scenario 3, with 15% annual claim cost trend.

The target projected incurred fund balance for all six scenarios is $3 million as of
December 2008.

The resulting catrier assessment for each scenario is summarized in Table 1; detailed
projection model output for each of these scenarios is included in the Appendix.

FACLIENTLHALHAZ00NLHAGM Correspondence\2007 HIPAA Pool Projection.doc 1
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Table 1
Estimated HIPAA Pool Assessments for CY2008
Amounts in ($ Millions)
Estimated Ending
Estimated | Fund Balance Prior | Change in Estimated
Scenario| Beginning to Carrier Fund Assessment
Number | Fund Balance Assessments Balance Needed
1 $3.0 $0.4 ($2.6) $2.6
2 $3.2 $1.5 3L $1.5
3 $2.9 (30.9) ($3.8) $3.9
4 $3.2 $1.3 ($1.9) $1.7
5 $3.4 $2.6 (30.8) $0.4
6 $3.0 ($0.3) (83.3) $3.3

Based on a combination of the scenarios described above and the assumptions listed
below, it is estimated that carrier assessment ranges from $0.4 million to $3.9 million.

The resulting allowable new entrants for each scenario are summarized in Table 2.

Table 2
Estimated CY2008 New Entrants
. CY 2008
Scenario | New Entrants
Number Funded
‘l 400
2 200
3 600
4 400
5 200
6 600

FCLIENTLHA\LHA200NLHASMCorrespondence\2007 HIPAA Pool Projection.doc
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C. Assumptions and Caveats

The following HIPAA projection assumptions are common to each scenario (unless

otherwise noted), and are generally consistent with assumptions used in prior

projections:

¢ New Entrant Morbidity - 5.0 times the level of an ‘average’ commercial member;

e Trend - As described above;

e Annual Persistence — 88.5% in the first quarter after enrollment, 72.5% in the
second quarter after enrollment, and 65% thereafter for all members (based on
studies of actual participant persistence that was done in prior years);

* 2007 Rate Increase — 9.3% increase modeled to take place for each insured on
January 1, 2008; ’

¢ Rate Increases for years following 2007 — 6.1% increase modeled to take place for
each insured on January 1;

¢ Benefit Changes — None;
» Interest on the Fund Balance - 6% per year; and

e Estimated 09/30/2007 Fund Balance - $3,508,241. Table 3 illustrates how the
fund balance as of September 30, 2007 was estimated.

Table 3 .
Estimated HIPAA Pool Fund Balance as of September 30, 2007
Amount
Hem (& millions)
+ | Fund Balance (i.e., Total Net Assets) as of 09/30/2007 $3.733
Change in Claims Payable Liability as of 09/30/2007
Booked Claims Payable Liability as of 09/30/2007 1.180
Best Estimate Claims Payable Liability as of 09/30/2007 1.404
- Estimated Increase in Claims Payable Liability 0.224
= | Restated Fund Balance as of 09/30/2007 $3.508
* Policyholders — 705 as of September 30, 2007
* New Entrants — Varies by scenario (sec above)
l:&ummuummmmmﬁom HIPAA Pocl Projection.doc 3
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D. Limitations

In performing this analysis, we relied on data and other information provided by
LHP. We have not audited or verified this data and other information. If the
underlying data or information is inaccurate or incomplete, the results of our analysis
may likewise be inaccurate or incomplete.

We performed a limited review of the data provided for reasonableness and
consistency, and did not find material defects. If there are material defects in the
data, it is possible that they would be uncovered by a detailed, systematic review.
Such a review was beyond the scope of our assignment.

Differences between our projections and actual amounts depend on the extent to
which future experience conforms to the assumptions made for this analysis. It is
certain that actual experience will not conform exactly to the assumptions used in this
analysis.

This report should not be released outside of LHP and its Board without our prior
written permission.

. ICLENTLHALHA200MLHASHCorrespondence\2007 HIPAA Pool Projection.doc 4
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Appendix
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@ Mittiman

v Consuitants and Actuaries

Navember 6, 2007

Ms. Leah Barron
Executive Director
Louisiana Health Plan
P.O. Box 83880

Baton Rouge, LA 70809

RE: High Risk Pool Projection — 2008
Dear Leah:

c,°"°‘('\‘9a

945 E. Paces Ferry Rd. NE
Stite 2500

Aflanta, GA 30326-1362
Tal +1 404 237.7060

Bxx +{ 404 237 68984
vww.mdliman.com

As requested, we have updated the projection for the High Risk Pool (HRP) that is
administered by the Louisiana Health Plan (LHP) to incorporate the possible increase in
annual appropriation and decrease in premiums. The results of our work are contained in

the enclosed report.

This report should not be released outside of LHP and its Board without our prior written

permission.

Once you have had a chance to review this information, please let us know if you have

any questions about these results or refated issues.

_ Smcerely, : :

4 eHJZ . Knﬂﬂ:.an
Rachel W. Kllllan FSA, MAAA
Actuary
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A. Summary

We estimate based on updated financial, enrollment, and claim information, an
additional 767 to 1,517 entrants could enter under the HRP.

B. 2008 High Risk Pool Projections

Based on the information provided by LHP, we estimate that the third quarter 2007
incurred fund balance was approximately $21.2 million.

After updating the projection model to reflect the current number of participants and
fund balance, we used the model to address the following scenarios:

Scenario 1 — Assuming a continuation of $2 millior annual appropriations, how many
new participants could be added through 2008 without drawing the incurred fund
balance below $3 million by September 30, 2011.

Scenario 2 — Same as Scenario 1 except there are no appropriations beyond 2007.

Scenario 3 — Extension of the valuation date in Scenario 1 to September 30, 2013.

Scenario 4 — Same as Scenario 1 with claim cost trends and persistence assumed to be
somewhat higher than expected and there are no appropriations beyond 2007.

The results of the four scenarios are summarized in Table 1; detailed projection
model output for each scenario is included in the Appendix. Projection values skould
be considered in reference to model assumptions outlined below.

v
conFIDEN™
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Table 1
LHP HRP Funding/Valuation Scenario Resalts
Date When
Fund Date When New
Balance Fund Entrants
Scenario| Appropriations Reaches $3 | Balance is | Funded in
Number Received Million | Exhausted Total
I $2 million per year | September |  April
2011 2012 1,517
2 September April
None afler2007 | "5, 2012 989
3 $2 million per year | September April
2013 2014 1,045
None after 2007,
4 85% Persistence and ‘ .
: September April
0,
15% Annual Trend | =5/ 2012 766

It is assumed that new entrants begin entering the pool in the last quarter of 2007.
New entrants are assumed to enter through 2008,

C. Assumptions and Caveats

The following HRP projection assumptions are common to each scenario (unless
otherwise noted), and are generally consistent with those assumptions used in prior
projections:

s Existing Participant Starting Claim Cost - $724 per policyowner per month, as of
September 30, 2007.

® Incurred Claim Cost Trend - 12% per year

* Average Incurred Claim Cost for New Entrants — Same as costs for current
participants, except half of the new entrants are assumed to be subject to pre-

existing conditions limits that reduce costs during the first two quarters of
coverage.

¢ Adjusted Incurred Fund Balance as of 09/30/2007 (see below) - $21.2 million

JACLIENTLHA\LHA200N\LHASNCorrespondence\2007 HRP Pool Projection.doc 2

MILLIMAN



file://J:/CLIENT/LHA/LHA2007/LHA69/CotreqKiiKfcncd2007

c.o\‘“oe“

¢ Anpual Persistence — 85% for all members. Prior measurement of persistence by
duration shows relatively little change from year to year, with values for all
durations between 77-85%.

o Future Annual Premium Rate Increases — 7.1% increase for 2007, and 4.4%
increase thereafier, assumed to occur on Yanuary 1 of each year.

o Interest on the Fund Balance - 6% per year
¢ Current Membership — (Roughly) 408 as of 09/30/2007.
* 2008 Expenses (assumed to increase at 6% per year)
o Monthly per Policyholder Expenses - $26.60
o Annual Marketing Expense — $6,213
o All Other Expenses: $42,789 per month

¢ Estimated 09/30/2007 Fund Balance - $21,185,184. Table 2 illustrates how the
fund balance as of September 30, 2007 was estimated.

Table 2
Estimated HRP Pool Fund Balance as of September 30, 2007
Amount
Item ($ millions)
+ | Fund Balance (i.e., Total Net Assets) as of 09/30/2007 $20.728
Change in Claims Payable Liability as of 09/30/2007

Booked Claims Payable Liability as of 09/30/2007 1.052

Best Estimate Claims Payable Liability as of 09/30/2007 0.595

+ Estimated Decrease in Claims Payable Liability 0.457
= | Restated Fund Balance as of 09/30/2007 $21.185

D. Limitations

In performing this analysis, we relied on data and other information provided by
LHP. We have not audited or verified this data and other information. If the
underlying data or information is inaccurate or incomplete, the results of our analysis
may likewise be inaccurate or incomplete.

We performed a limited review of the data provided for reasonableness and
consistency, and did not find material defects. If there are material defects in the
data, it is possible that they would be uncovered by a detailed, systematic review.
Such a review was beyond the scope of our assignment.

FCLIENTWLHALHA200NLHA 69\ Correspondence\2007 HRF Pool Projection.doc 3
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Differences between our projections and actual amounts depend on the extent to
which future experience conforms to the assumptions made for this analysis. It is
certain that actual experience will not conform exactly to the assumptions used in this
analysis.

This report should not be released outside of LHP and its Board without our prior
written permission.

ad
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